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FINANCIAL HIGHLIGHTS _ - 


(in thousands of dollars except per share amounts) 


Years ended August 31, 2003 2002 2001 2000 1999 
OPERATING RESULTS 
Sales $524,807 $505,377 $453,348 $442,513 $386,994 
Earnings before income taxes $9,891 $11,644 $7,475 $9,100 $10,689 
Net earnings $6,284 $7,379 $4,647 $5,733 $6,627 

- per share $1.50 $1.76 $1.11 $1.37 $1.60 
Cash flow $7,331 $9,081 $6,156 $7,459 $7,903 

- per share $1.75 $2.17 $1.47 $1.78 $1.91 
Shareholders’ equity $68,176 $63,324 $57,622 $54,163 $49,805 

- per share $16.23 $15.10 $13.74 $12.93 $12.01 
Market value - per share $11.25 $12.00 $8.85 $9.95 $11.15 

NET EARNINGS ($ Millions) MARKET VALUE PER SHARE 

1999) _ a = $7 1999) - ee = 11.15 
2000 a 8386—sc 2000 eS 9.95 
2001 Ss 2001 es $8.85 
2002 TiS 2002 TRESS 542.09 
2003 Ese 20 ee §=$11.25 
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GOODFELLOW 


THE WOOD SPECIALISTS 


ANNUAL MEETING 


The Annual Meeting of 
Shareholders will be held on 
December 12, 2003 at 10:00 a.m. in 


Salon Jarry of Le Centre Sheraton 
Hotel, 1201 René Lévesque Bivd., 
Montreal, Quebec. 


CHAIRMAN’S REPORT TO THE SHAREHOLDERS 


Sales in fiscal year held up well, but again margins eroded. While the net earnings to sales 
margin in 2002 was 1.46% in 2003 it deteriorated to 1.20%. It is absolutely necessary that 
we continue to reduce costs (to do so we hired two new controllers) and abandon sales that 
do not meet profit levels. Thus, 2003 for me was a disappointment, despite a good spurt in 
the last quarter. Had we reached 2.0% net income on sales (certainly a modest target) we 
would have earned $2.54 per share and not $1.50. Surely our company’s valuation would 
not languish at present levels and our 25% of net income dividend policy would have yielded 
69% more. 


We made some progress in Western Canada, but a high Canadian dollar and punitive tariffs 
into the USA made for a difficult US export environment. A very cold winter in the East, a wet 
spring did not help, but then also our imports cost less in Canadian dollars and we benefited 
from low interest rates. We must do better, especially in boom construction years like 2003. 
These cannot be expected to last indefinitely, though with a US election next year, no doubt 
all will be done to push up economic activity in the USA, effecting Canada also. 


Our accounting is conservative. Our balance sheet is sound as we plow back 75% of profits 
annually and normally keep capital spending at depreciation levels. We will repay all long- 
term debt this fall and we expect bank loans generally to remain within our account receivable 
level. 


2004 is the year where we will.make every effort to curb unprofitable sales, reduce our 
expenses, work for profit increases rather than sales for sales’ sake. We also must make 
further progress in Western Canada, where our penetration of markets has been slow so as 
to gain momentum. 


We are not satisfied with the 2003 results. 


Stephen Jarislowsky 
Chairman of the Board 
October 20, 2003 


PRESIDENT’S REPORT TO THE SHAREHOLDERS 


| am pleased to report that once again we had a successful year even though the 
results through most of the first three quarters of the year were unacceptable and disappointing. 
More and more, company results are skewed towards a successful second semester and last 
quarter and this was the case again this year. Sales for the fourth quarter were $141 million 
as compared to $150 million last year. Gross profits, however, increased from $21.4 million 
to $23.4 million, an outstanding effort on the company’s part to achieve the budgeted yearly 
forecast. This resulted in net profit for the year of $6.3 million or $1.50 per share, well over 
half of it being earned in the fourth quarter. 


The challenges posed by the SARS epidemic in Ontario, the CVD softwood dispute 
with the U.S., a wet cold and late spring, and generally sluggish business conditions in many 
areas were faced with determination and patience by the team. The commodity markets for 
lumber, plywood, and composite panel products remained in a state of collapse during most 
of the year only making a strong rally at year-end. Our industrial panel business improved 
throughout the year after suffering a complete collapse in the fall of 2002. 


The U.S. countervailing softwood duty has been extremely costly to the company, 
as was its effect on U.S. sales volume. Overall sales of lumber products including Douglas 
Fir, Cedar, Spruce, and particularly White Pine declined close to $13 million or 11% mainly 
attributed to the U.S. tariff rendering us less competitive in many markets south of the border. 
This resulted in a G.P. decline of $3 million. Over $2 million of the company’s money is held 
in escrow by the U.S. Customs pending resolution of this dispute. We have spent well over 
$200,000 on legal fees to obtain an exemption. Some of this effort has been successful where 
U.S. suppliers were involved. Our U.S. focus has changed to flooring and panel products to 
make up for this situation until the dispute is resolved. 


The above shortfall was made up for by explosive growth in our floor covering product 
sales which rose over $27 million and our overall gross profit in the basket of products 
including flooring, panels, and building materials rose over $8 million. 


The renovation boom continues across North America while the new housing boom 
has slowed. All geographical areas of our business are performing well given the local 
circumstances. Western Canada continues to receive much management attention. The 
opening of a new larger distribution centre in Calgary should help further establish our 
footprint in the critical Alberta market. Our Seatttle HFD subsidiary turned in the best results 
in the company, a reward for our patience in the past 2 years. 


Our sales growth of less than 4% this year was counterbalanced by the improvement 
in margin of our flooring products, and a major effort to control and reduce operating costs. 
There is no doubt there will be more difficult times ahead and the company is postured to 
meet these challenges. We remain, however, optimistic, that the diversity and flexibility of 
the business will stand us in good stead in the future and that 2003/04 will bear this out. We 
thank our shareholders for their continued support. 


Richard Goodfellow 
President and C.E.O. 
October 20, 2003 


MANAGEMENT’S DISCUSSION AND ANALYSIS 
OPERATING RESULTS 


The past fiscal year’s performance review would only be accurate if all aspects of our business were 
addressed individually. Highlights of the year includes a performance review of our products, customer 
base, geographical penetration, operations, financial and investment activities. The highlights for 
2008 are; 


° Sales ended at $525 million up compared to $505 million in 2002 

° Net earnings were down to $6.3 million from $7.4 million last year 

° Earnings per share were $1.50 compared to $1.76 in 2002 

° Shareholder’s equity increased to $68.2 million compared to $63.3 million in 2002 
° Capital expenditures were $2.1 million compared to $2.0 million the previous year 


General business conditions throughout the year were unfavorable beginning in the first half of fiscal 
2003 when Panel market conditions were extremely difficult in the fall of 2002 followed by a long and 
cold winter combined with the fuel price hike preceeding the Iraq conflict, the struggling US economy, 
deflation in some segments compounded with the Countervailing Duty on Softwood and finally SARS in 
Ontario in late spring 2003 slowed down the economy of that area for over 3 months. Overall margins 
decreased from last year’s 14.78% down to 14.43%. Margins dropped in most products except for the 
flooring. Margins dropped mainly due to the competitive pressures experienced in Panel products in 
the first three quarters of fiscal 2003, CVD impact on the US softwood sales , increased transportation 
costs due to higher fuel prices combined with an increase in our distribution business (up 12%). The total 
gross profit increased by $1 million or 1.4% over last year while sales grew $19.4 million or 3.8%. 


Our product mix 
SALES BY PRODUCT 


Engineered i 3% 
Building Products im 5% 
Flooring & Specialty zeae 33% 
Specialty Pane| Sse ate ate eee 4 °/, 
Commodity Pan i 6° 
Pine mm 4% 
Treated Wool ———— 6% 
Dimension lumber 7 §=3% 
Hardwood i | 1% 
Fir& Cedar mS 5% 


Flooring sales outperformed last year once again increasing 19% over 2002 results. This is a result 
of our sales force focus on Western Canada combined with an improved customer service with the 
“Big Box” / Home Centers across Canada and through a wide range of wood flooring product offering 
various qualities, prices and species, including the full Armstrong Wood Products line. Hardwood sales 
were up 16% due to a strong demand from millwork shops and furniture manufacturers in Eastern 
Canada combined with increased export sales to Europe and Asia. A larger sales force to cover our 
customer base also made for growth. Specialty panels also showed a good performance in fiscal 
2003 increasing 11% compared to the previous year. This was principally due to Ontario and Western 
Canadian market penetration in the kitchen, residential, and RTA manufacturing business combined 
with aggressive partnerships with key suppliers. Siding products showed a great push with an increase 
of 100% over 2002. Building products continued its steady increase with a 12% jump over 2002. This 
was due to new product offerings such as insulation and ceiling tiles combined with strong housing 
starts in the fiscal 2003. 


On the down side, Softwood lumber products got hit with the full year of Countervailing duties (“CVD”) 
on US exports combined with the slowing US economy making most of the year for a rough ride. Sales 
were down 35% over 2002. This was also affected by the Canadian dollar strenghtening in the last half 
of fiscal 2003. On the other hand, we are committed to continue to service our customer base and 
maintain our market share until the CVD matter between US Department of Commerce and Canada is 
finally resolved. Treated wood sales were down 12% from last year mainly due to the long, cold and 
wet weather conditions throughout Eastern Canada combined with a general slump in the treated wood 
business. These factors affected the seasonal spring sales for these products. Finally, Engineered 
products sales were down 10% compared to last year due to a reorganization of our production 
operation in Louiseville which negatively impacted our productivity. The US market for this product 
was also impacted by the Canadian dollar strengthening in the last two quarters. 
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Overall distribution sales activity showed a better performance in the last fiscal year growing 12% 
or $38 million positively impacted by the flooring, specialty panel and building products growth. 
Remanufacturing activities, on the other hand, were hard hit, with a decrease of 10% or $19 million, 
results of the CVD on Softwood lumber and the poor performance of the treated wood market. 


Our customer base 


SALES BY CUSTOMER 


Home Centers/Lumber Dealers aA a aaa aaa 39% 
Manufacturing aaa 3 3°/, 
Industria! Eg 4% 
Government Hl 2% 
Specialty Retailers i  O2°/, 


The Home Centers and Lumber Dealers segment increased 15% to 39% of our total sales in 2003. 
A focus on customer service and an improved distribution network combined with a wider range of 
products accounts for the major factor influencing this growth. The manufacturing segment decreased 
10% to 33% of total sales in 2003 mainly due to the impact of the Canadian dollar strengthening over 
the last half of fiscal 2003. The specialty panel segment in Eastern Canada decreased 14% while 
high end millwork shops were gaining ground. Competitive pressure forced margins downward below 
our profitability benchmark. Specialty retailers remained stable through the year at 22% in 2003. The 
heavy industrial segment decreased 7% to 4% of our total business in this fiscal year mainly due to the 
lack of large projects in the Glulam market. The government segment was up 1% to 2% of our total 
sales mainly due to some major repair contracts obtained through 2003. 


Geographic review 
SALES BY LOCATION 


Quebec EES ae ee ee 36% 
Ontario EE eenTe 27°, 
Western Canada a «8% 
Atlantic Canada ES 10% 
U.S. & Export = 19°, 


Western Canadian sales increased 23% compared to 2002 and were a direct result of our efforts to 
focus on improving profitability and customer base coverage in this area following a poor 2002. Major 
contributing factors were the flooring and panel business penetration in the Western markets. A new 
warehousing facility in Calgary to support the growth and to bring products closer to the market place 
combined with the economic boom in British Columbia in the spring made a net impact on the volume 
generated by these locations. The Atlantic provinces, Quebec, and Ontario performed moderately well 
with a growth of 2% reflecting the focus on gross margin in the last half of 2003. US and Export sales 
increased 4% over last year was a direct effect of the favorable Western US market for Flooring. More 
business development in that area accounts for the growth. A new warehouse facility was opened in 
the fall 2003 in Spokane WA to serve this growing market . 


Operations review 


Remanufacturing and distribution costs increased 7.1% over last year and this was due mainly to higher 
distribution activity this year - up 12% and manufacturing reorganization of our St-Andre and Louiseville 
plants. Other components explaining the increase were temporary warehousing costs in Western 
Canada and Ontario to respond to the 23% growth in these locations, increased insurance premiums, 
and the higher cost of energy during the long and cold winter. Selling expenses were down 1% from 
last year reflecting the profitability impact on commissions. Marketing and Promotion costs were up 
due to the flooring incentive travel program shared with our key suppliers. Bad debts were up this year 
mainly due to 3 major bankruptcies totalling $450 thousand. Travel and transportation remained stable 
over 2002. Administrative expenses were up 13.6% (excluding the gain on disposal of fixed assets of 
$570 thousand following the sale of our Louiseville property which is included in net earnings for 2003). 
Higher salaries due to an increased finance team and legal expenses associated with submissions in 
an effort to obtain a softwood lumber tariff exemption. Communication expenses were down due to 
cost containment measures. 


FINANCING ACTIVITIES 


The company has a banking arrangement with two chartered banks for a maximum revolving operating 
facility of $80 million. At August 31, 2003, the Company was using $50 million of this facility. In addition, 
the Company has an outstanding balance of $2.8 million of a $5 million long term debt facility used 
in previous years which was completely repaid in October 2003. The loans are secured by a general 
assignment of inventory and accounts receivable and general security agreements in favour of the 
lenders. 


INVESTING ACTIVITIES 


Expenditures for capital assets totalled $2.1 million in fiscal 2003 compared to $2.0 million last year. 
Major asset additions included the erection of a new 65,000 square foot building in Delson to relocate 
the St-Andre and Louiseville plant and provide additional warehousing space for other products. A new 
warehouse was built in Quebec City and leasehold improvements made to our new premises in Calgary. 
Additions were also made to yard equipment and computer system upgrades. Capital expenditures 
were all financed from operational cash flows. 


FINANCIAL POSITION 


The Company earned a return on equity of 9.2% (11.6% last year) and its share price closed at $11.25 
per share ($12.00 last year). Book value at August 31, 2003 was $16.23 per share ($15.10 last year). 
Total assets decreased from $156 million to $150 million. Total asset turnover was slightly higher at 
3.5 times compared to 3.2 times last year. Trade accounts receivable at year-end were $79 million 
compared to $82 million last year reflecting slower level of sales in July and August 2003. Receivable 
days outstanding were 46 days compared to 43 days last year. Inventory at year-end was $43 million 
compared to $47 million last year. Inventory turnover improved slightly to 6.5 times versus 6.4 times 
last year. 


RISK FACTORS 


Currency 


Certain valuation risks exist depending on the performance of the Canadian dollar compared to the U.S. 
dollar and Euro dollar. From time-to-time, the Company utilizes forward exchange contracts to mitigate 
short-term currency risks. At August 31, 2003, there were no outstanding foreign exchange contracts. 


Interest Risk 


The Company uses a revolving line of credit to finance working capital requirements. Interest cost of this 
facility is dependent upon Canadian bank prime rates. The profitability of the Company will be adversely 
affected with increases in the bank prime rate. 


Credit Risk 


The Company extends credit to customers and this credit is generally unsecured. The Company has 
a system of credit management to mitigate the risk of losses due to insolvency or bankruptcy of its 
customers. It also utilizes credit insurance for foreign and U.S. accounts to reduce the potential for credit 
losses in foreign countries. 


OUTLOOK 


For the upcoming fiscal year, Management focus will continue to be on increased return on sales, gross 
profit improvement, inventory controls and cost reduction measures. Our plans are set to incorporate 
accountability of our work force and will include moderate sales growth and increased profitability of 
our bottom line. Return on Sales target is set at 1.50%, inventory turns improvement will be achieved 
through gross margin return on investment rewarding the profitable products. The manufacturing 
reorganization plan will continue to take its course with the upcoming closing of the Louiseville facility. 
Canadian market penetration will continue its growth. We anticipate yet another tough period in the US 
especially in the Eastern US market which remains unfavorable until the CVD issue is resolved. Over 
$2 million were paid in Duties this year and we remain optimistic of having this reimbursed eventually. 
Western US expansion plans includes a wider range of product offerings through our new warehouse 
facility in Spokane WA. Cost control plans started in fiscal 2003 will continue with the addition of a 
control function throughout the company to improve our efficiencies and logistical issues. 


MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL 
STATEMENTS AND OTHER FINANCIAL INFORMATION 


The accompanying consolidated financial statements, which have been prepared in accordance 
with Canadian generally accepted accounting principles, and the other financial information 
provided in the Annual Report, which is consistent with the financial statements, are the 
responsibility of management and have been approved by the Board of Directors. 


The consolidated financial statements include some amounts that are based on management’s 
best estimates and judgement and, in their opinion, present fairly the company’s financial 
position, results of operations and changes in financial position. The company’s procedures and 
internal control systems are designed to provide reasonable assurance that accounting records 
are reliable and to safeguard the Company’s assets. 


The Audit Committee is responsible for reviewing the consolidated financial statements and 
Annual Report and recommending their approval to the Board of Directors. In order to fulfill its 
responsibilities, the Audit Committee meets with management and external auditors to discuss 
internal control over the financial reporting process, significant accounting policies, other 
financial matters and the results of the examination by the external auditors. 


These consolidated financial statements have been audited by the external auditors Samson 
Bélair / Deloitte & Touche, Chartered Accountants, and their report is included herein. 


Richard Goodfellow Pierre Lemoine 
President and C.E.O. Vice-President, Finance and Administration 


AUDITORS’ REPORT 


To the Shareholders of 
Goodfellow Inc. 


We have audited the consolidated balance sheets of Goodfellow Inc. as at August 31, 2003 
and 2002 and the consolidated statements of earnings, retained earnings and cash flows 
for the years then ended. These financial statements are the responsibility of the Company’s 
management. Our responsibility is to express an opinion on these financial statements based 
on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An 
audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, 
the financial position of the Company as at August 31, 2003 and 2002 and the results of its 
operations and its cash flows for the years then ended in accordance with Canadian generally 
accepted accounting principles. 


A Cmngn Boies 
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Chartered Accountants 

Montreal, Quebec 

October 3, 2003 


CONSOLIDATED STATEMENTS OF EARNINGS 


Years ended August 31, 2003 and 2002 
(in thousands of dollars, except per share amounts) 


Sales 


Expenses 
Cost of goods sold, selling, administrative 
and general expenses 
Amortization 
Financial (Note 7) 
Foreign currency loss (gain) 


Earnings before income taxes 


Income taxes (Note 9) 


Net earnings 


Earnings per share (Note 8c) 
Basic 
Diluted 


CONSOLIDATED STATEMENTS OF RETAINED EARNINGS 


years ended August 31, 2003 and 2002 
(in thousands of dollars) 


2003 


$ 


524,807 


508,227 
2,072 
3,688 

929 

514,916 


9,891 


3,607 
6,284 


Balance, beginning of year 


Net earnings 


1.50 
1.49 


2003 


$ 
55,158 


6,284 


Dividends 
Balance, end of year 


61,442 


(1,512) 


59,930 


488,929 
2,193 
3,111 

(500) 

493,733 


11,644 
4,265 


7,379 


1.76 
iezAs 


2002 


$ 
49,456 


7,379 
56,835 


(1,677) 
55,158 


CONSOLIDATED BALANCE SHEETS 


as at August 31, 2003 and 2002 
(in thousands of dollars) 


Assets 

Current assets 
Accounts receivable (Note 3) 
Income taxes receivable 
Inventories (Note 4) 
Prepaid expenses 


Capital assets (Note 5) 
Deferred pension asset (Note 10) 


Liabilities 
Current liabilities 
Bank indebtedness (Note 6) 


Accounts payable and accrued liabilities 


Income taxes payable 


Current portion of long-term debt (Note 7) 


Long-term debt (Note 7) 
Future income taxes 


Shareholders’ equity 
Capital stock (Note 8) 
Retained earnings 


Approved by the Board 


Richard Goodfellow, Director 


2003 2002 
$ $ 

78,566 82,160 
1,082 = 
43,333 46,569 
597 334 
123,578 129,063 
23,599 23,806 
3,304 2,869 
150,481 155,738 
48,614 57,469 
28,226 28,589 
- 590 
2,750 333 
79,590 86,981 
- 2,750 
2,715 2,683 
82,305 92,414 
8,246 8,166 
59,930 Ho Wos 
68,176 63,324 
150,481 155,738 


filitts, 


R. Keith Rattray, Director 


CONSOLIDATED STATEMENTS OF CASH FLOWS 


Years ended August 31, 2003 and 2002 2003 2002 
(in thousands of dollars) 


$ $ 
Cash flows from operating activities 
Net earnings 6,284 7,379 
Items not affecting cash and cash equivalents 
Amortization 2,072 2,193 
Future income tax 32 (159) 
Gain on disposal of capital assets (622) (109) 
Pension plan expense (435) (223) 
7,331 9,081 
Changes in non-cash working capital items (Note 11) _ 4,532 (17,041) 
11,863 (7,960) 
Cash flows from financing activities 
(Decrease) Increase in bank loan (10,000) 3,000 
Increase in banker’s acceptances - 10,000 
Repayment of long-term debt (333) (334) 
Issuance of common shares 80 - 
Dividends (1,512) (1,677) 
(11,765) 10,989 
Cash flows from investing activities 
Acquisition of capital assets (2,101) (1,975) 
Disposal of capital assets 858 99 
(1,243) (1,876) 
Net (decrease) increase in cash and cash equivalents (1,145) ilos 
Cash and cash equivalents, beginning of year 2,531 1,378 
Cash and cash equivalents, end of year (Note 6) 1,386 ZO 
Cash and cash equivalents consist of cash. 
Additional cash flow information 
Interest paid 3,377 2,854 
Income taxes paid 5,066 3,017 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended August 31, 2003 and 2002 
(tabular amounts only are in thousands of dollars, except per share amounts) 


ue 


Status and nature of activities 


The Company, incorporated under the Canada Business Corporations Act, carries on various business 
activities related to remanufacturing, and distribution of lumber and wood products. 


Accounting policies 


The financial statements have been prepared in accordance with Canadian generally accepted accounting principles 
and include the following significant accounting policies: 


Principles of consolidation 
The consolidated financial statements include the accounts of Goodfellow Inc. and its wholly-owned subsidiaries. 


Inventories 
Inventories are valued atthe lower of cost and net realizable value. Cost is determined using the average cost method 
and includes, for remanufactured, labor and production overhead. 


Capital assets 

Additions and major improvements to capital assets are capitalized at cost. Leasehold improvements are amortized 
using the straight-line method over the term of the leases. Other capital assets are amortized using the diminishing 
balance method with the following rates: 


Buildings 4% to 20% 
Yard improvements 8% to 10% 
Furniture and fixtures 4% to 20% 
Equipment 4% to 20% 
Computer equipment 20% 
Rolling stock 30% 


Foreign currency translation 

The financial statements of integrated subsidiary and transactions concluded in foreign currencies are translated 
according to the temporal method. Therefore, monetary assets and liabilities are translated at the rate of exchange in 
effect at the balance sheet date, non-monetary assets and liabilities at their historical rates and revenue and expense 
items at the average monthly rates of exchange. All exchange gains and losses are current in nature and included 
in the statements of earnings. 


Revenue recognition 
Revenues from activities relating to remanufacturing and distribution of lumber and wood products are net of discount 
and are recognized when title to the goods is transferred to the customer. 


Employee future benefits 

The Company accrues its obligations under employee benefit plans and the related costs, net of plan assets as the 
services are rendered. The Company has a number of defined benefit pension plans and has adopted the following 
policies: 


¢ The Company amortizes the transitional asset on a straight-line basis over 16 years being the average remaining 
service period of active employees expected to receive benefits under the pension plan. 

¢ The cost of pensions earned by employees is actuarially determined using the projected benefit method pro rated 
on service and management's best estimate of expected return on plan assets, salary escalation and retirement 
ages of employees. 

e For the purpose of calculating the expected return on plan assets, those assets are recorded at fair value. 

¢ The excess of the net actuarial gain (loss) over 10% of the greater of the accrued benefit obligation and the fair 
value of the plan asset is amortized over the average remaining service period of active employees representing 16 
years. 


Future income taxes 

Future income tax assets and liabilities are determined based on differences between the financial reporting and tax 
bases of assets and liabilities, and are measured using current tax rates or substantively enacted tax rates as an 
estimate of those which will be in effect when the differences are expected to reverse. 


Earnings per share 

In fiscal 2002, the Company adopted the recommendations of the Canadian Institute of Chartered Accountants, 
with respect to the calculation of earnings per share. Under the revised standard, the treasury stock method is 
used instead of the imputed earnings approach for determining the dilutive effect of stock options and other similar 
instruments. The reconciliation of the numerators and denominators used in the calculation of basic and diluted 
earnings per share is presented in accordance with the new recommendations. 


Employee stock option plan 
The Company has a stock-based compensation plan where options to purchase common shares are issued to 
directors, officers and employees. 


Effective September 1, 2002, the Company adopted the new recommendations of the CICA relating to “Stock-Based 
Compensation and Other Stock-Based Payments.” These recommendations require that direct awards of stock be 
measured and recognized at fair value and liabilities based on the price of common stock be measured at fair value 
at each reporting date, with the change in fair value reported in earnings. The recommendations encourage, but do 
not require, the use of the fair value method for all other types of stock-based compensation plans for employees. 
These recommendations apply to awards granted by the Company on or after September 1, 2002. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended August 31, 2003 and 2002 
(tabular amounts only are in thousands of dollars, except per share amounts) 


Pe 


Accounting policies (continued) 


The Company’s plan does not qualify as direct awards of stock or as a plan that creates liabilities based on the price 
of the Company’s stock, and as a result, the implementation of the recommendations had no impact on the financial 
statements. 

The Company, as permitted by Section 3870, has chosen not to use the fair value method to account for stock- 
based employee compensation plans and does not record any compensation expense when options are issued 
to employees. Any consideration paid by employees on the exercise of options is credited to share capital of the 
Company. 


Financial instruments 

The Company uses foreign exchange contracts to reduce its exposure to fluctuations in foreign currency exchange 
rates. The Company does not record the foreign exchange contracts on its balance sheets, but does disclose the 
amount of outstanding foreign exchange contracts in the notes to these consolidated financial statements. 


Guarantees 

In February 2003, the CICA issued Accounting Guideline 14, Disclosure of Guarantees (“AcG 14’s). AcG 14 requires 
that a guarantor disclose significant information about certain types of guarantees. Disclosures include the nature 
of the guarantee, the approximate term of the guarantee, how the guarantee arose, the events or circumstances 
that would require the guarantor to perform under the guarantee, the maximum potential future payments under the 
guarantee, the carrying amount of the related liability, and information about recourse or collateral. This new guideline 
had no effect on the financial statement presentation. 


Use of estimates 

The preparation of financial statements in conformity with generally accepted accounting principles requires 
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period. Actual results could differ from those estimates. 


Comparative figures 
Certain comparative figures have been reclassified in order to conform to the presentation adopted in the current 
year. 


3. Accounts receivable 2003 2002 
$ $ 
Trade 78,705 82,521 
Allowance for doubtful accounts ; (399) (729) 
78,306 81,792 
Other : 260 368 
78,566 82,160 
4. Inventories 2003 2002 
$ $ 
Raw materials and work in process 2,499 3,719 
Finished goods 40,834 42,850 
43,333 46,569 
5. Capital assets 
2003 
Accumulated Net Book 
Cost Amortization Value 
$ $ $ 
Land 3,919 - 3,919 
Buildings 22,445 8,668 13,777 
Yard improvements 2,141 1,163 978 
Furniture and fixtures 2,136 yee Fs 761 
Equipment 12,536 9,413 3,123 
Computer equipment 1,553 931 622 


Rolling stock 
48,292 24,693 23,599 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended August 31, 2003 and 2002 
(tabular amounts only are in thousands of dollars, except per share amounts) 


5. Capital assets (continued) 


8. 


2002 
Accumulated Net Book 
Cost Amortization Value 
$ $ $ 
Land 3,939 - 3,939 
Buildings 21,334 7,863 13,471 
Yard improvements 2,120 1,075 1,045 
Furniture and fixtures 2,034 1,232 802 
Equipment 12,260 8,766 3,494 
Computer equipment 1,360 779 581 
Rolling stock 3,566 3,092 474 
46,613 22,807 23,806 
Bank indebtedness 
2003 2002 
$ $ 
Bank Loan 10,000 20,000 
Banker’s acceptances 40,000 40,000 
no) (1,386) (2,531) 
48,614 57,469 


The Company has entered into an agreement with two Canadian financial institutions for credit 
facilities totaling $80 million renewable in February 2004. Funds advanced under these credit 
facilities bear interest at the prime rate plus a premium and are secured by movable hypothecs 
on all assets of the Company. At August 31, 2003, the Company is in compliance with all 
covenants. 


Long-term debt 
2003 2002 
$ $ 

Long-term loan, at a fixed rate of 8.074%, with 

minimum annual payments of $333,333 and a final 

payment of $2,722,222 in October 2003. This loan 

is secured by an immovable hypothec on the 

Company’s property in Delson (Quebec) and 

Campbellville (Ontario). 2,750 3,083 
Current portion 2,750 333 

- 2,750 


The financial expenses for the year includes interest on long-term debt of $237,000 ($264,000 in 
2002). 


Capital stock 


a) Authorized 
An unlimited number of common shares, without par value 


2003 2002 
$ $ 
Issued 
4,200,627 common shares (2002 - 4,192,627) 8,246 8,166 


In fiscal 2003, 8,000 options were exercised for a cash consideration of $80,000. There were no 
transactions affecting the capital stock in fiscal 2002. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended August 31, 2003 and 2002 
(tabular amounts only are in thousands of dollars, except per share amounts) 


8. Capital stock (continued) 


b) Employee share option plan 
The Company has a stock option plan for directors, officers and employees which provides 
for the purchase of common shares up to a maximum number of 253,000 issuable shares. 
Under the plan, the exercise price of each option equals the market price of the Company’s 
stock on the date of grant and an option’s maximum term is five years. The rights relating to 


the options are vested over five years at a rate of 50% after three years and the balance 
after five years. 


A summary of the status of the Company’s outstanding stock options as of August 31, 2003 
and 2002, and changes during the years ending on those dates is presented below: 


2003 2002 

Weighted Weighted 

Average Average 

Exercise Exercise 

Options Price Options Price 
$ $ 

Outstanding at beginning of year 179,000 10.53 85,000 10.00 
Granted - - 94,000 11.00 
Cancelled 29,000 10.69 = : 
Exercised 8,000 10.00 > = 
Expired 20,000 10.00 = = 
Outstanding at end of year 122,000 10.65 179,000 10.53 


The following tables summarize information about stock options outstanding at August 31, 
2003 and August 31, 2002. 


2003 
Options outstanding Options exercisable 
Range of Number Weighted Weighted Number Weighted 
Exercise Outstanding Remaining Average Exercisable Average 
Price at Contractual Exercise at Excercise 
August 31 Life Price August 31 Price 
$ $ $ 
10.00 — 11.00 122,000 33 months 10.65 20 000 10.00 
2002 
Options outstanding Options exercisable 
Range of Number Weighted Weighted Number Weighted 
Exercise Outstanding Remaining Average Exercisable Average 
Price at Contractual Exercise at Excercise 
August 31 Life Price August 31 Price 
$ $ $ 


10.00-11.00 179,000 38 months 10.53 12,500 10.00 


An additional 131,000 common shares are reserved for the granting of options at prices not 
less than the market value of the shares at that time. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended August 31, 2003 and 2002 
(tabular amounts only are in thousands of dollars, except per share amounts) 
8. Capital stock (continued) 


Cc) 


Earnings per share 


The following table provides a reconciliation between the weighted average number of shares used 
in the calculation of basic and diluted earnings per share: 


2003 2002 
$ $ 

Net earnings - basic and diluted 6,284 7,379 
Weighted average number of common 

shares outstanding 4,199,960 4,192,627 
Effect of dilutive stock options 5,342 150 
Weighted average number of common 

shares outstanding diluted 4,205,302 4,192,777 


Options to purchase 59,250 common shares that were outstanding in 2003 (66,000 in 2002) could 
potentially dilute basic earnings per share in the future. These options were not included in the 
computation of diluted earnings per share because they had an anti-dilutive impact. 


Income taxes 
The provision for income taxes is as follows: 


2003 2002 
$ $ 
Current 3,575 4,424 
Future 32 (159) 
3,607 4,265 


The provision for income taxes is at an effective tax rate which differs from the basic corporate statutory 
tax rate as follows: 


2003 2002 
$ $ 
Earnings before income taxes 9,891 11,644 
Combined basic income tax rates (net of 
manufacturing and processing allowance) 34.57% 35.51% 
Provision for income taxes based on above rates 3,419 4,134 
Increase resulting from: 
Part 1.3 tax 176 110 
Other 12 21 
3,607 4,265 


The tax effect of temporary differences that give rise to significant portions of the future income tax 
liability are as follows: 


2003 2002 
$ $ 
Capital assets 1,644 1,728 
Deferred pension asset 1,071 955 
2,715 2,683 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended August 31, 2003 and 2002 
(tabular amounts only are in thousands of dollars, except per share amounts) 
10. Employee future benefits 


The Company has a number of defined benefit pension plans providing pension benefits to most of 
its employees. 


Information about the Company’s defined benefit plans is as follows: 


2003 2002 
$ $ 

Accrued benefit obligation: 

Balance at beginning of year 21,738 19,342 
Charge due to benefit improvement 43 344 
Current service cost 1,335 1,332 
Interest cost 1,533 1,393 
Benefits paid (782) (805) 
Actuarial (gain) loss (512) 132 
Balance at end of year 23,355 Preis) 

Plan assets: 
Fair value at beginning of year 26,878 23,625 
Actual return on plan assets (1,001) 2,959 
Employer's contributions 719 546 
Employees’ contributions 591 553 
Benefits paid (782) (805) 
Fair value at end of year 26,405 26,878 
Funded status - plan surplus 3,050 5,140 
Unamortized transitional asset (1,413) (1,525) 
Unamortized transitional past service costs 349 325 
Unamortized net actuarial gain (loss) 1,318 (1,071) 
Deferred pension asset 3,304 2,869 


The significant actuarial assumptions used in measuring the Company’s accrued benefit obligations 
are as follows (weighted-average assumption as of August 31): 


2003 2002 
% % 
Discount rate 6.50 6.85 
Expected long-term rate of return on plan assets 7.00 7.00 
Rate of compensation increase 4.00 4.00 
The Company's net benefit plan expense is as follows: 
2003 2002 
$ $ 
Current service cost, net of employees’ contributions 744 779 
Interest cost 1,533 1,393 
Expected return on plan assets (1,900) (1,756) 
Amortization of transitional asset (112) (112) 
Amortization of past service costs 19 19 
‘Net benefit plan expanse." ee ir ee og 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended August 31, 2003 and 2002 
(tabular amounts only are in thousands of dollars, except per share amounts) 


10. Employee future benefits (continued) 


The amortization of the transitional asset and the unamortized transitional asset is as follows: 


2003 2002 
$ $ 
Transitional asset - beginning of year 1,525 1,637 
Amortization for current year (112) (112) 
Unamortized transitional asset - end of year 1,413 O25 
11. Changes in non-cash working capital items 
2003 2002 
$ $ 
Accounts receivable 3,594 (16,218) 
Inventories 3,236 (8,029) 
Prepaid expenses (263) 20 
Accounts payable and accrued liabilities (363) 5,871 
Income taxes (1,672) 1,315 
4,532 (17,041) 


12. 


13. 


Commitments 
As at August 31, 2003, the minimum future rentals payable under long-term operating leases, for 


offices, warehouses, yards and equipment, are as follows 


$ 
2004 2,831 
2005 2,173 
2006 1,381 
2007 690 
2008 426 
7,501 


The Company is party to claims and lawsuits which are being contested. Management believes that 
the resolution of these claims and lawsuits will not have a material adverse effect on the Company’s 
financial conditions, earnings or cash flows. 


Segmented information 

Goodfellow Inc. manages its operations under one operating segment. Revenues are generated from 
the sale of various wood products and operating expenses are managed at the aggregate company 
level. 


The Company's sales to clients located in Canada represent approximately 81% (81% in 2002) of total 
sales, the sales to clients located in the United States represent approximately 18% (18% in 2002) of 
total sales, and the sales to clients located in other markets represent approximately 1% (1% in 2002) 
of total sales. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended August 31, 2003 and 2002 
(tabular amounts only are in thousands of dollars, except per share amounts) 


14. Financial instruments 


Risk management 

The Company is exposed to financial risks that arise from fluctuations in interest rates and foreign 
exchange rates and the degree of volatility of these rates. The Company uses financial instruments to 
reduce those risks and does not hold or issue financial instruments for trading purposes. 


Interest rate risk 
The Company’s exposure to interest rate risk relates to long-term debt and bank indebtedness. 


Currency risk 
The Company enters into forward exchange contracts to hedge certain accounts payable and certain 
future purchase commitments denominated in U.S. dollars and Euro. 


There were no outstanding contracts at August 31, 2003 and August 31, 2002. 


Credit risk 
The Company is exposed to credit risk from customers. This risk is alleviated by minimizing the amount 
of exposure the Company has to any one customer, thereby ensuring a diversified customer mix. 


Fair value of financial instruments 

Fair values of assets and liabilities approximate amounts at which these items could be exchanged in a 
transaction between knowledgeable and willing parties. Fair value is based on available public market 
information or, when such information is not available, is estimated using present value techniques and 
assumptions concerning the amount and timing of future cash flows and discount rates which factor 
in the appropriate level of risk for the instrument. The estimated fair values may differ in amount from 
that which could be realized in an immediate settlement of the instruments. 


At August 31, 2003 and 2002, the fair value of all financial instruments approximates carrying value. 
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Auditors 
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Wholly- owned subsidiary 
Goodfellow Distribution Inc. 


SALES OFFICES & 
DISTRIBUTION 
CENTRES 


CANADA 


Delson, Quebec 

Head Office, 

Sales Office, 

Distribution Centre 

& Manufacturing Facilities 
225 Goodfellow Street 
Delson, Quebec 

J5B 1V5 

Tel.: (450) 635-6511 

Fax: (450) 635-3730 


Ottawa, Ontario 

Sales Office & 
Distribution Centre 

3091 Albion Road North 
Ottawa, Ontario 

K1V 9V9 

Tel.: (613) 244-3169 
Fax: (613) 244-0488 


Edmonton, Alberta 
Sales Office & 
Distribution Centre 


15955, 114th Avenue N.W. 


Edmonton, Alberta 
T5M 223 

Tel.: (780) 469-1299 
Fax: (780) 469-1717 


USA 


Manchester, NH 
Sales Office & 
Distribution Centre 
Tel.: (603) 623-9811 
Fax: (603) 623-9484 


Seattle, WA 

Hardwood Flooring 
Distributors 

(a division of Goodfellow 
Distribution Inc.) 

Sales Offices & 
Distribution Centre 
1024, 6th Avenue South 
Seattle, WA 98134 

Tel.: (206) 622-0917 
Fax: (206) 3622-7012 


Campbellville, Ontario 
Sales Office & 
Distribution Centre 

P.O. Box 460 

9184 Twiss Road 
Campbellville, Ontario 
LOP 1BO 

Tel.: (905) 854-5800 
Fax: (905) 854-6104 


Moncton, N.B. 
Sales Office & 
Distribution Centre 
660 Edinburgh Drive 
Moncton, N.B. 

E1E 4C6 

Tel.: (506) 857-2134 
Fax: (506) 859-7184 


Winnipeg, Manitoba 
Sales Office & 
Distribution Centre 
1361 Border, Unit#9 
Winnipeg, Manitoba 
R3H ON1 

Tel.: (204) 779-3370 
Fax: (204) 779-3314 


Watertown, NY 
Sales Office & 
Distribution Centre 
Tel.: (315) 782-2109 
Fax: (315) 782-2722 
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Quebec City, Quebec 
Sales Office & 
Distribution Centre 
5100 John Molson 
Street 

Quebec City, Quebec 
G1X 3X4 

Tel.: (418) 650-5100 
Fax: (418) 650-0171 


Richmond, B.C. 
Sales Office & 
Distribution Centre 
13500 Verdun Place 
Richmond, B.C 
V6V 1V4 

Tel.: (604) 821-2051 
Fax: (604) 821-2052 


St-John’s, Nfld 
Sales Office 

19 Sanderling Place 
Paradise, N.F. 

A1iL 1G7 

Tel.: (709) 782-5533 
Fax: (709) 782-5515 


GOODFELLOW 


THE WOOD SPECIALISTS 


Dartmouth, N.S 
Sales Office & 
Distribution Centre 
20 Vidito Dr. 
Dartmouth, N.S. 
B3B 1P5 

Tel.: (902) 468-2256 
Fax: (902) 468-9409 


Calgary, Alberta 
Sales Office & 
Distribution Centre 
Bay H 

7803, 35th Street S.E. 
Calgary, Alberta 

T2C 1V3 

Tel.: (403) 252-9638 
Fax: (403) 252-9516 


Also a plant in: 
Louiseville, Que. 
St-André East, Que. 
Elmsdale, N.S. 


www.goodfellowinc.com 


info@goodfellowinc.com 
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